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AUDIT SUMMARY

Our audit of the Department of Mines, Minerals, and Energy for the years ended June 30, 2001 and
2000, found:

proper recording and reporting of transactions, in al material respects, in the
Commonwealth Accounting and Reporting System;

no internal control matters that we consider to be material weaknesses; and

no instances of nhoncompliance required to be reported.
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INDEPENDENT AUDITOR’'S REPORT

We have audited the financia records and operations of the Department of Mines, Minerals, and
Energy for the years ended June 30, 2001 and 2000. We conducted our audit in accordance with
Government Auditing Standards, issued by the Comptroller Genera of the United States.

Audit Objectives, Scope, and M ethodology

Our audit’s primary objectives were to review the Department’s accuracy of recording financial
transactions on the Commonwealth Accounting and Reporting System, review the adequacy of the
Department’ sinternal control, and test compliance with applicable laws and regulations.

Our audit procedures included inquiries of appropriate personnel, inspection of documents and
records, and observation of the Department’s operations. We also tested transactions and performed such
other auditing procedures, as we considered necessary to achieve our objectives. We reviewed the overall
internal accounting controls, including controls for administering compliance with applicable laws and
regulations.

We obtained an understanding of the relevant internal control components sufficient to plan the
audit. We considered materiality and control risk in determining the nature and extent of our audit
procedures. We performed audit tests to determine whether the Department’ s controls were adequate, had
been placed in operation, and were being followed. Our audit also included tests of compliance with
applicable laws and regulations.

The Department’s management has responsibility for establishing and maintaining internal control
and complying with applicable laws and regulations. Internal control is a process designed to provide
reasonable, but not absolute, assurance regarding the reliability of financia reporting, effectiveness and
efficiency of operations, and compliance with applicable laws and regulations.



Our audit was more limited than would be necessary to provide assurance on internal control or to
provide an opinion on overall compliance with laws and regulations. Because of inherent limitations in
internal control, errors, irregularities, or noncompliance may nevertheless occur and not be detected. Also,
projecting the evaluation of the internal control to future periods is subject to the risk that the controls may
become inadequate because of changes in conditions or that the effectiveness of the design and operation of
controls may deteriorate.

Audit Conclusions

We found that the Department properly stated, in all materia respects, the amounts recorded and
reported in the Commonwealth Accounting and Reporting System. The Department records its financial
transaction on the cash basis of accounting, which is a comprehensive basis of accounting other than
generaly accepted accounting principles. The financial information presented in this report came directly
from the Commonwealth Accounting and Reporting System except for information on performance bonds
not deposited with the Treasurer of Virginia that came from the Department’s performance bond tracking
system.

We noted no matters involving internal control and its operation that we consider to be material
weaknesses. Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to a relatively low level the risk that
errors or irregularities in amounts that would be material to financial operations may occur and not be
detected promptly by employeesin the normal course of performing their duties.

The results of our tests of compliance disclosed no instances of noncompliance that are required to
be reported under Government Auditing Standards.

This report is intended for the information and use of the Governor and Genera Assembly,
management, and the citizens of the Commonwealth of Virginia, and is a public record.

EXIT CONFERENCE

We discussed this report with management at an exit conference held on May 9, 2002.
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FINANCIAL HIGHLIGHTS

The Department of Mines, Minerals, and Energy enforces federal and state laws and regulations
governing the extraction of coal, oil, gas, and other minerals. Through its six divisions, the Department
regul ates the mineral industry, provides mineral research, and offers advice on the wise use of resources.

The Division of Energy focuses on increasing energy efficiency in state government operations,
promoting cost effective renewable energy resources for state applications, improving the energy efficiency
of primary and secondary schools, and promoting the economic development of Virginia s indigenous energy
resources.

The Division of Gas and QOil isresponsible for regulating the effects of gas and oil operations both on
and below the surface, issuing permits, providing client assistance programs, inspecting well sites and
gathering pipelines, reclaiming abandoned well sites, protecting correlative rights, and promoting resource
conservation practices.

The Division of Mined Land Reclamation is responsible for ensuring the reclamation of land affected
by surface and underground coal mining activity. Major functions include regulating surface effects of coal
mining, reclaiming abandoned mine lands, issuing permits, performing inspections, assisting small operators
and responding to citizen issues.

The Division of Mineral Mining provides for the safe and environmentally sound production of
Virginia non-fuel minerals. The Division administers both health and safety and surface mining reclamation
regulatory programs for all non-coal mineral mining operations.

The Division of Mines protects the lives and health of all people employed at surface and
underground coa mining operations, and insures mine operator compliance with mine safety requirements.
The Division performs regular mine inspections, investigates accidents and fatalities, conducts training and
certification of miners, and provides technical assistance to mine operators.

The Division of Mineral Resources serves as the primary resource for accurate, timely, and objective
information on Virginia's geology, mineral resources, and geological hazards. The Division conducts
geological studies in support of economic development to preserve the health and safety of the citizens of
Virginia.

Financia Information

The following selected financial information for the Department is summarized from the
Commonwealth Accounting and Reporting System. Transfers to the Special Fund from Agency and
Expendable Trust Funds are not included in the revenues.

For Fiscal Y ear Ended June 30,

2001 2000
Revenues:
General Fund appropriation $12,282,593 $11,327,492
Specia Fund:
Federal grants 10,854,339 12,583,427
Permits, licenses, forfeited bonds, and other 2,138,641 2,894,119

Total revenues $25,275,573 $26,805,038



Expenses:

Salaries and fringe benefits $15,104,065 $14,368,839
Contractual services 4,877,390 6,828,604
Supplies and materias 354,696 342,705
Equipment, property management, and other 5,336,034 5,305,075
Tota expenses $25,672,185 26,845,223
Unused General Fund appropriation
subject to reappropriation $ 400,536 $ 47839
Agency and expendable trust funds held by
The Treasurer of Virginia $ 8,117,128 $ 7,277,542
Performance Bonds

Mine and well operators must post performance bonds as guarantee to return lands to their original
condition and state of use. Performance bonds were comprised of the following as summarized from the
Commonwealth’s Accounting and Reporting System for bonds held by the Treasurer of Virginia and from
the Department’ s performance bond tracking system for bonds held by the Department.

For Fiscal Y ear Ended June 30,

2001 2000
Cash bonds deposited with the Treasurer of Virginia $ 2,104,213 $ 2,013,377
Held by the Department:
Certificates of deposit 1,631,652 2,065,451
Surety bonds 261,282,098 273,067,740
Letters of credit 1,844,800 2,361,100

Total performance bonds $266,862,763 $279,507,668
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